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Navigating Out Of The EBITDA

Death Valley

Renuka Kamath & Pranav Bharti

Problem of practice:

The need for cross-selling has increased in the past decade,
as it boosts company revenues at a reduced cost, given that
acquiring new customers is more expensive than retaining
an existing one. Whiletheneed for cross-sellingis strong, the
execution is a challenge. Fresh insights from research by
Christian Homburg, Sina Bdéhler, and Sebastian
Hohenberg illuminate how to succeed at cross-selling.'
They identify how familiar levers for cross-selling — such as
salesforce incentives, training, and job rotation — need to fit
the company’s structures for maximum gains. Using these
levers and structures effectively sales and marketing teams
can navigate the cross-selling ‘death valley’ — a U-shaped
relationship where profits tend to dip before they rise again.
Ignore the insights at your peril — as many companies lose
hopewhen investmentsin cross-selling donotyield expected
returns fast enough. We illustrate this insight with
examples and synthesize it with another set of insights —
from a study by Yuhyung Shin, Won-Moo Hur, and Tae
Won Moon - which delves deeper into managing
salespersons for the challenging and rewarding task of
cross-selling?

2 The two articles—Organizing for cross-selling: Do it right, or not at all’ by Christian Homburg, Sina Bohler and Sebastian
Hohenberg featured in Volume 37 of International Journal of Research in Marketing and "When and how sales manager feedback
contributes to sales performance: the role of emotional labor and cross-selling’ by Yuhyung Shin, Won-Moo Hur and Tae Won Moon
featured in Volume 57, Issue 2 of EuropeanJournal of Marketing— illuminate how companies can succeed at cross-selling
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Opportunityand challenge

‘Cross-selling’ is defined as selling additional products and
services to current customers.? Experts suggest businesses
can boost revenues by 20% and profits by 30% through
skilful cross-selling.* Twosignificant shiftshave fuelled this
trend. First, thereisatrend toreduce siloswithin corporates
- using a united and single sales front to sell their multi-
brand portfolio of products.® Second, customers’ needs
have diversified, while their expectations of a single,
convenient contact point with the companyhave increased.
According to research by Salesforce, Inc., 79% of customers
want a seamless experience across all company
touchpoints, yet 55% say it generally feels like they
communicate with separate teamsinstead of one company.6
Both these shifts necessitate companies to optimize, train,
and deploy their sales team in a way that enables easy cross-
selling of products and services. Cross-selling is also helpful
in improving the Customer Lifetime Value (the total
revenue a business can reasonably expect from a single
customer account throughout the business relationship) at
areduced cost, as it optimizes the current sales assets with
lower marketing expense and human resource costs. Thus,
cross-selling can lead to higher profits and better customer
relationship-buildingabilityand maintenance. ”

According to by Salesforce, Inc, 79% of
customers want a seamless experience across all
company touchpoints, yet 55% say it generally
feels like they communicate with separate teams
instead of one company

While desirable, cross-selling is not easy: On average,
20% or fewer businesses meet their cross-selling goals.8
Why? First, many companies lose heart as cross-selling
programs initially incur more costs than the associated
revenue gains (see Figure1foravisual depiction of this'death
valley’). However, there is good news — once the cross-
selling performance crosses a certain threshold, the
operating profits (or EBITDA®, more specifically) increase
exponentially. Second, even with the best intentions,
businesses may not implement the drivers of cross-selling
performance that are best for their context. To help you get
the most out of your cross-selling programs and get positive
returns, we highlight how typical drivers such as salesforce
training, job rotation, managerial feedback, and incentives
mustfitthe organizational context.

Figure 1: EBITDA’s U-shaped relationship with cross-selling
performance
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A EBITDA is defined as earnings before interest expenses, taxes,
depreciation and amortization; in essence, EBITDA is a form of operating

profits.

b Cross-selling performance refers to the proportion of a salesperson’s
customers’ cross-buying potential that has been tapped and was measured
based on a four-item index adapted from “Cross-Selling Performance in
Complex Selling Contexts: An Examination of Supervisory- and
Compensation-Based Controls” by Schmitz, Christian, You-Cheong Lee
and Gary L. Lilien featured in Journal of Marketing.
https://doi.org/10.1509/jm.12.0421

Source: Created by the authors based on Homburg, Christian, Sina Bohler,
and Sebastian Hohenberg’s ‘Organizing for Cross-Selling: Do It Right, or
Not at All’ featured in International Journal of Research in Marketing
https://doi.org/10.1016/].5jresmar.2019.04.002.

Leversand structures

The research that we highlight suggests that if managers
were to select the right combination of cross-selling levers,
given their organizational structure, they can achieve
positive business results (and vice versa). From the lens of
cross-selling, companies may be considered to have the
following organizational structures:

1. Mechanistic structures: These organizations have a
clearly defined hierarchy and lay down guidelines,
processes and the expected behaviour of an employee
very clearly. A good example of a mechanistic
organization would be McDonald’s Corporation:
“Would you like some fries with that?” is one of the
most iconic and powerful lines McDonald’s uses to
cross-selland upsell at the points of sale.” This practice
alone adds over 15-40% to McDonalds revenues.
McDonald’s has standardized its cross-selling
practices by laying down clear operating procedures
globally for all points of sale. Such relatively rigid’
organizational structures don’t leave room for a lot of
subjectivity.
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2.0rganic structures: Such organizations have a
low degree of formality, specialization and
standardization. They operate on the basis of trust in
the salesperson’s abilities and assume individual
ownership to achieve the objectives laid out. Such
organicstructuresarise outof:

a) Managements belief in cross-selling: Supervisors
demonstrate their commitment, support, and
non-monetary appreciation towards the sales
team.

b) Culture that supports: Not just supervisors but
peer employees also demonstrate behaviours that
representhowmuch theyfavour cross-selling.

As an example of such structures in action, Starbucks is
known for treating their frontline employees as ‘partners’
and providing them with stock options and health
insurance.'® As one former Starbucks worker noted,
“Nobody at Starbucks ever ordered anyone to do anything.
It was always: "Would you do me a favour?” Or something
similar.” Such an organic structure at Starbucks resultsin a
more agreeable service ambience, whichin turn drives more
repeat customer traffic and more cross-sales, supported by
theirindustry-leadingloyalty program. '

A 2023 survey by HubSpot research of over
1,400 sales professionals in Asia, North America,
and Europe Asia found that cross-selling
accounts for 21% of their organizations'
revenues, on average

Havingidentified the structure of the organization, the next
step would be to match it with the following levers or
‘steering instruments’ to maximize cross-selling
performance.

o Financial levers such as incentives offered to
salespeople

o Non-financiallevers,whichinclude:

o Training: employees from different
departments on handling different
products from the entire portfolio and on
cross-sellingtechniques.

o Systematic job rotation: by transferring
salespersons across different and diverse
sales teams to sensitize them and increase

knowledge about other products in the
firm’s portfolio.

o Feedback: given to salespersons by their
supervisors. This can be of two types—
related to salesforce behaviours, or related
tosalesoutcomes.

So,whatare winning combinations oflevers and structures?
Figure 2 provides a visual depiction, which we further
developusingexamples.

Figure 2: Combining Cross-Selling Levers and Organizational
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Source: Created by the authors based on Homburg, Christian, Sina Bohler,
and Sebastian Hohenberg’s ‘Organizing for Cross-Selling: Do It Right, or
Not at All’ featured in International Journal of Research in Marketing
https://doi.org/10.1016/].ifresmar.2019.04.002; and Yuhyung Shin, Won-
Moo Hur, and

Tae Won Moon’s "When and How Sales Manager Feedback Contributes to
Sales Performance: The Role of Emotional Labor and Cross-Selling’
featured in European Journal of Marketing https://doi.org/10.1108/ETM-
12-2021-0984.

A look at industry practices revealed that these research
findings are already at work in large companies. Three
examples from different industries and markets are
illustrated below, along with our commentary on their
organizational contextand theuse of cross-sellinglevers.

o ITC Limited (ITC): A consumer-packaged goods
firminIndia,ITC conformswelltoourdefinition ofa
mechanistic organization structure, in combination
with ‘High’ levels of training, job rotation, and
incentives.'> In operational terms, ITC has divided
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its businesses into three product groups or
segments. The salesperson from each segment visits
their retailers and can cross-sell other segments.
Guidelines for the salesperson are very clearly
defined, leading to a mechanistic structure. ITC
supports the structure with thorough training, some
job rotation and incentives for higher sales, which
can be achieved through higher cross-selling. Thus,
in Figure2,wewould expect ITC tooccupya position
in the upper left quadrant, or ‘Investment
Maximising’. As evidence of ITC'’s success, it has
recentlybeen crowned as the largest companyin the
consumer packaged food marketin India. '3

Amazon: Around 35% of e-tailer Amazon'’s revenues
have been reported to come from cross-selling and
upselling (encouraging customers to purchase more
items or add-ons to increase revenue).'* While the
research articles we spotlight do not extend to e-
commerce platforms, we observe some similarities
with the research sales levers used by Amazon. The
e-tailer encourages cross-selling by offering strong
incentives (more clicks on ads lead to more
revenue), active support from management, and a
culture focused on cross-selling. According to
Figure 2, this would lead Amazon to occupy the top-
right quadrant, again in an 'Investment Maximizing’
form.

McDonald’s Corporation (McDonald’s): While we
have outlined McDonald’s organizational context
and cross-selling instruments before, we also note
that a better combination of levers could improve
their cross-selling performance. For instance, while
their training on standard cross-sales processes is
well aligned to their mechanistic structure, they
could change their investment in other levers. First,
they could increase job rotation within the same

organizational level. Second, they could reduce the
emphasis on cross-sales incentives, and finally, they
could train supervisors to provide more feedback on
the efforts made towards cross-selling. Such
combinations could help McDonald’s improve their
positionintheupperleft quadrant of Figurez.

Role of managerial feedback

As we suggested in the example of McDonald’s, companies
can optimize their cross-selling performance by providing
the appropriate managerial feedback. Here, the research by
Shin and team provides a better distinction on the types of
feedback,andwhentousewhichtype. Usingtheright type of
feedback can improve salesforce motivation, which in turn,
can improve salesforce efforts. Their research suggests that
sales manager feedback can be divided into two broad
categories.

« Output feedback: Here the manager monitors the
sales volume or revenue and provides feedback on
the extent of sales goals achieved. Such feedback
enables salespersons to be aware of the output level
they have to achieve and stimulates cross-selling
behaviour by increasing a salesperson’s
accountability for performance. As such feedback
entails ahigh degree of autonomyand flexibility, it is
more suited for organic structures.

o Behavioural feedback: Here a manager monitors
salesforce’s selling processes, work procedures and
gives feedback based on these behaviours. Such
feedback provides role clarity to the salesforce and
helps them determine how to improve their sales
behaviour and adapt to customer demands. As this
form of feedback relies on a set of prescribed
protocols or behaviours, it canbebetterleveraged by
organizationswithamechanisticstructure.
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Steering instruments to maximize cross-selling
performance:

o Financial levers such as incentives offered to
salespeople

o Non-financial levers, which include training,
systematic job rotation and feedback related to
salesforce behaviours or related to sales
outcomes

Exercising carewith cross-selling

We close by suggesting some caveats to all cross-selling
efforts. At an aggregate level, cross-selling performance
benefits the company, but at a customer level, one out of
every five cross-buying customers is unprofitable.’
Therefore, it would be crucial for companies to implement
cross-selling in their organization carefully, effectively, and
efficiently by identifying the suitable segment of customers
to cross-sell. Another vital caution relates to ethics and
leadership. Wells Fargo’s blind emphasis on making the
numbers around cross-selling led to their frontline
employees behaving fraudulently with customers. Clearly,
cross-selling must also be supported by checks and
balances, including board-level discussions on ethics and
audits.’®

Beyond the caveats, we end with a clear prescription: Any
organization wishing to improve its cross-selling should
first characterize the organizational structure for their
salesforce and then ask - does it fit with the steering
instruments of incentives, training, managerial feedback,
and job rotation? Understanding the fit will enable a
company to adjust the levers to improve EBITDA. As you
implement these recommendations, remember that you
cannot skip thedeathvalley’ entirely, but you can navigate it

successfully.
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